Labour Market investigated the properties of these two factors -labour market policies (both passive and active policies) and fl exibility -in enhancing employment. Yet, to date, little has been said regarding the interplay between the two. This study focuses on this interplay, examining two EU Nordic countries, Denmark and Sweden, whose labour markets are at present performing better than those of many other European economies. With unemployment rates at about six and seven per cent respectively at the end of 2015, the two countries are well below the EU average of nine per cent. To better understand what made these two economies more resilient to the crisis, we compare and contrast labour market institutions (fl exibility) as well as policies, and we discuss the role these have played for job creation. We fi rst provide evidence on the main differences related to labour market fl exibility, in particular hiring and fi ring regulations, and show that Denmark has a rather more fl exible labour market than Sweden. Then we compare the labour market policies of these economies and highlight how they both dedicate high levels of spending to active labour market policies (ALMPs), although this spending is targeted to different categories of ALMPs. We then report evidence of job creation as well as labour market matching and show that while Denmark exhibited higher turnover and a quick job-fi nding rate, Sweden was better able to create and preserve jobs during the crisis. We also illustrate how ALMPs in both countries enabled better matching between job seekers and employers. In light of this evidence, we argue that well-designed active policies are what really matter for employment performance, more than the degree of labour market fl exibility.
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Success is based on a broad range of factors, and as such, it is not suffi cient to simply look at the labour market characteristics of the Nordic model. Our conclusion thus takes a look at the broader picture and also discusses future challenges facing the Nordic labour markets.
After the onset of the global fi nancial crisis, the number of unemployed increased steadily across Europe, and only in the last couple of years have there been some feeble improvements. Stubbornly high levels of jobless people are a major concern, and they hinder future recovery prospects. The longer the period that one is jobless, the more diffi cult it is for that person to re-enter the labour market. There are various factors that contribute to this, including the atrophy of skills during unemployment, an increase in discouragement among job seekers (which leads many unemployed to reduce their searching activities) and a stigma in the perceptions of many employers towards any long-term unemployed job seeker. When youth comprise the bulk of the long-term unemployed population, then serious concerns arise regarding the long-term loss of human capital and, consequently, future growth prospects.
Against this backdrop, what strategies can countries in Europe implement to fi ght long-term unemployment? What policies have proven to be effective in re-instating job seekers into the workforce?
Looking at the best performers in the EU as far as employment is concerned, this study examines how the combination of labour market policies and labour market regulations (in particular hiring and fi ring regulations) matters for reducing unemployment. The literature has long Labour Market successful ALMPs has been found to be the "coaching" or conversations between unemployed people and caseworkers. On this topic, studies by Koch et al. and Brown and Koettl show the benefi ts of conversations and that the more conversations with caseworkers, the better the outlook for the unemployed in the labour market.
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As highlighted in cross-country reviews of the impact of ALMPs, country-specifi c characteristics do matter. In particular, the type of labour market structure may have implications on the way ALMPs stimulate job creation. The importance of the interplay between labour market conditions and policies has been, for instance, advocated as the catalyst for the success of the Danish "fl exicurity" model. As argued in Bjorsted and Dahl, 8 fl exibility in terms of hiring and fi ring, generous unemployment benefi ts and social assistance, and ALMPs are the three key ingredients in the fl exicurity model. The fl exibility of the labour market in terms of hiring and fi ring ensures that even during bad times there will be job openings. To compensate for the low protection against being fi red, a strong safety net is needed to secure income during spells of unemployment. Finally, to neutralise any potential risk of moral hazard problems arising from generous unemployment benefi ts, ALMPs are needed to ensure that unemployed people actively search for jobs and to provide them with help and guidance. Compared with the Danish fl exicurity system, the Swedish Rehn-Meidner welfare model relies more heavily on labour force mobility in exchange for income and employment security. A main condition to achieve these goals was the presence of strong trade unions (usually blue-collar unions); more recently, an emphasis has been placed on employment protection rather than job protection, to ensure that people can get some kind of job.
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Labour market trends
The 2008-09 global fi nancial crisis hit Denmark and Sweden as severely as it did the rest of Europe. Both countries experienced signifi cant GDP losses of more than fi ve per cent of GDP between 2007 and 2014, more than the eurozone average. Similarly, both countries experienced rising levels of unemployment -for Denmark the drop in employment was greater than the drop in output, whereas in Sweden the employment loss was less than half the GDP loss 
Labour market fl exibility and policies
The current consensus in labour economics posits that by making labour markets more dynamic, fl exible hiring and fi ring practices would provide a better and more rapid allocation of resources, and this would improve growth. While the impact on growth is not questioned, and as such it has paved the way for the structural reform agenda in the context of the recent crisis and current recovery, uncertainty remains regarding the implications of labour market fl exibility on employment. As argued by Pissarides, 1 looser fi ring and hiring regulation increases labour turnover, thereby reducing employment and unemployment periods. As a consequence, the fi nal impact of more labour market fl exibility on employment (and unemployment) remains ambiguous, because it depends on whether job creation would prevail over job destruction. Empirical evidence on the matter is also mixed.
2 Some studies fi nd that looser hiring and fi ring regulations reduce unemployment, while others show that by increasing searching and matching activities, labour market fl exibility may indeed contribute to higher frictional unemployment. Regarding ALMPs, most studies tend instead to fi nd that spending on these policies, and specifi cally on activation, can help reduce unemployment, reversing the commonly found positive link between unemployment insurance and unemployment.
4 Some of these policies have been found more effective than others in reducing unemployment, and for each policy the impact changes according to the time lag considered. A review of studies fi nds that job search assistance programmes have a positive impact on employment, while classroom and on-site training programmes yield positive results in the medium term but can have insignifi cant impacts in the short term.
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More specifi cally, data on EU labour market policies show that if the active labour market policy of activation takes place within the fi rst year of unemployment instead of the second, the unemployed will fi nd a job faster and they are more likely to fi nd a better-paid job.
6 A key element of 
Labour Market
World Economic Forum, hiring and fi ring rules are much more fl exible in Denmark than in Sweden, where the labour market fl exibility index is at par with the EU average (see Figure 3) . 10 This also explains Denmark's larger drop in employment during the crisis. In a nutshell, Sweden grants employees more protection against dismissal (both collective and individual), as it requires employers to consult with the concerned trade unions before making any decision with respect to a business. The notice period for redundancies is much longer in Sweden than in Denmark, and some retraining and reassignment of the redundant person is usually expected in Sweden. Rules to protect workers from unjust termination are much stricter in Sweden, as employees can apply for an invalidation of a termination or dismissal. Fewer obligations apply in Denmark, where, for instance, reinstatement orders are possible but rare; also, less protection applies to employment outside collective bargaining agreements. Other salient differences in the labour market regulation of the two countries include a more regulated working hour scheme in Sweden but a longer minimum contribution period for unemployment protection in Denmark.
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Labour market policies
Labour market policies relate to those expenditure items that have been designed for the unemployed or underemployed. Traditionally, passive policies refer to unemployment insurance schemes and other types of welfare benefi ts. The term active labour market policies refers, instead, to activities that are directed at shortening unemployment spells by proactively helping jobless people to re-access the labour market. Job centres offer a variety of programmes and incentives that can be used or acti- (see Figure 1 ). Seven years have passed since the onset of the crisis, and the two countries are performing very well economically. Employment rates in the two countries continue to be among the highest in the EU, at 76% and 80% of the active population respectively. The unemployment rate in Denmark is only 6.0% and in Sweden it is 7.4%. Meanwhile, the corresponding fi gures for the EU and the eurozone are 9.4% and 11.0% respectively. Only about 20% of the unemployed in Denmark are long-term unemployed, and in Sweden the fi gure is 25%. This contrasts sharply with the average of approximately 50% in the EU and the eurozone. Less than ten per cent of 15-24 year-olds in Denmark and Sweden are long-term unemployed, while the share in the eurozone is around 40% (see Figure 2 ).
Labour market fl exibility
Denmark and Sweden feature two different degrees of labour market fl exibility. As shown in data from the In Denmark in 2011, the employment rate for skilled workers was 81%, while only 56% of unskilled workers were employed. This supports the claims that unemployment programmes targeted towards educating the unskilled will have a positive effect on employment. An example of such programmes is the adult apprentice programme, which ensures that unskilled workers above the age of 25 can become skilled even if they have no educational background beyond primary school. The programme gives employees who make an agreement with an institute of vocational education the right to a special salary supplement during the period of work training. One of the many requirements is that the education can lead to a job in a fi eld with a lack of workers. The importance of training as a labour policy is also demonstrated by the fact that Denmark and Sweden have some of the highest levels of vated only if job seekers take specifi c actions. These include a wide range of activities, from recurring conversations and guidance about employment and education to public and private work experience for a limited amount of time. Looking at cross-country evidence, data show that Denmark and Sweden are at the forefront of the OECD for spending on and the use of ALMPs (see Figure 4) . It is interesting to note that while unemployment benefi ts in Denmark remain high -higher than the OECD averagethis is not the case in Sweden, where activation policies coincide with more frugal spending on benefi ts. Among the various programmes, a large share of spending and coverage is targeted towards training in Denmark and towards employment incentives in Sweden (see Figure 5 ). The Danish labour market is known for being dynamic and for having a high rate of employee turnover compared to other countries. In 2012 there were around 714,000 job vacancies, which translates to a turnover of around 19%. 15 The low protection employees have against being fi red in Denmark may certainly have its downsides, but such fl exibility ensures that even during a severe crisis the unemployed can still fi nd many openings. In fact, evidence shows that, despite the crisis, there are many newly employed people in Denmark, as about 23% of the employed have been employed for less than a year (see Figure 6 ). Also, if one looks how long it takes the unemployed to return to the workforce, both Denmark and Sweden are performing rather well. Of those that were unemployed in the fi rst quarter of 2015 in Denmark, almost 38.5% had found a job by the next quarter, and in Sweden this fi gure was almost 30%, placing both countries at the top of the EU (see Figure 7) .
In addition to this evidence, we report data on job creation, calculated following Davis and Haltiwanger as the sum of all employment gains in a given year divided by the average employment in that year and the previous year. 16 We also calculate the fl ows into and out of unemployment for the same time period. Figures 8 and 9 show that job creation was higher and more frequent in Sweden than in Denmark, while the fl ows into and out of unemployment in on-site training and education, at about 30% of the active population, against the EU average of only ten per cent.
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Regarding the effects of employment incentives in Sweden, studies point to the positive impact that these programmes have had on the participating individuals. 13 This emphasis on employment incentives in Sweden developed in the 1980s when more traditional ALMPs were replaced by demand-side interventions, including job creation schemes and incentives. As argued in Bengtsson, this shift refl ects a stronger pro-market employment orientation, which had the primary goal of actively getting people to work, without leaving the burden of searching for jobs and skill upgrading to the job seeker, as usually assumed in training schemes. More recently, Sweden adopted employment incentive schemes combined with training programmes, such as the 2007 Entry Recruitment Incentive, which combined the granting of employment with Swedish language studies for immigrants. Another rather extensive programme is the Job Development Programme, which is directed towards youth and entails indepth assessment and job-seeking/job-coaching activities, training, and supported employment for a maximum of two years in "artifi cial jobs".
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Evidence of job reallocation
What can be said regarding the implications of the labour market fl exibility in these economies and their policies on Figure 10 shows the labour shortages as obtained from the EC business survey. A value closer to zero implies fewer vacancies, as it corresponds to a lower degree of perceived labour shortages. This is evident in the crisis years, when the variable drops to zero in Denmark, Sweden and the euro area. After the crisis, the indicators for Sweden and the euro area increase, suggesting more vacancies are being posted than in Denmark, yet after 2013 both Sweden and Denmark display low levels of labour shortages. A low level of vacancies in conjunction with the relatively low level of unemployment suggests a high level of matching between job seekers and employers in the two countries. Conversely, the coexistence of higher unemployment and more vacancies in the euro area refl ects a high degree of mismatch. It is interesting to note, however, that with the exception of 2006-07, the level of vacancies (or labour shortages) in Denmark was less volatile than in Sweden. Such a trend may be partly explained by the larger emphasis Denmark places on training programmes, which implies a better skilled and equipped labour force.
What conclusions can be drawn from the evidence?
Both countries are performing well in terms of labour market indicators. The different degrees of labour market fl exibility of the Danish and Swedish models have led to slightly different reactions to the crisis. We have shown that the Danish model leads to higher employment turnover and grants more chances for a job seeker to fi nd a job in a rela- the two countries exhibit similar patterns, although in the crisis years Denmark's unemployment increased significantly more so.
Evidence of labour market matching
A major reason behind the adoption of ALMPs is that they facilitate matching. To calculate matching, we use the Diamond-Mortesen-Pissarides defi nition, according to which the matching process between job seekers and employers is a stable but dynamic equilibrium relationship between the search processes of unemployed workers and job vacancies. 17 On these grounds, the degree of matching can be expressed by a curve whose points refl ect the same combination of vacancies and unemployment, a curve more commonly defi ned as the Beveridge curve. Through the analysis of Beveridge curve shifts and movements, the literature has identifi ed several factors that can reduce frictional unemployment by improving matching. Included among these are active labour market policies. Have these policies played a role in the matching process for Denmark and Sweden? Is the mismatch (or frictional unemployment) in these countries lower than in other countries? Has it decreased since the crisis?
To this end, we look at possible mismatches. As vacancies data are not available for Denmark, we use European Commission data on labour shortages in the manufac- Labour Market tively short period of time. At the same time, the Swedish model resulted in greater resilience during the crisis, as fewer jobs were destroyed and more jobs were created. We have also shown that the large share of public spending devoted to ALMPs has led to better matching between job seekers and employers. Our comparison of training programmes in Denmark with employment incentives in Sweden suggests that this difference in focus may be behind the higher volatility of labour shortages in Sweden.
Clearly, labour market policies and institutions are only a piece of the puzzle that explains the success of these economies. The Nordic model as such has much more to offer. Other key features include centralised wage setting as opposed to market-based wage setting, high rates of labour organisations and trade unions, high collective agreement coverage, a tax and transfer policy mix that strongly reduces inequalities, high investment in education, and a political economy that puts employment fi rst. For a comprehensive analysis of employment performance, these factors and features would also need to be taken into account. Looking at the medium-term prospects for these economies, the question emerges as to how they can preserve their fair distribution, balanced growth and full employment objectives, as well as the political support for such programmes. This question becomes even more pressing in the face of new challenges associated with increased global competition, the ecological and digital transitions, migration, and ageing populations. 
